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ALLIED  STORES  CORPORATION 

85  ELLISON  STREET 
PATERSON,  NEW  JERSEY 

April  10,  1939. 

TO  THE  stockholders: 

Earnings: 

This,  the  Tenth  Annual  Report  of  your  Company,  shows  a  consolidated  net  profit 
of  $2,233,720.  This  is  1.9  times  preferred  stock  dividend  requirements  and  equiva¬ 
lent,  after  deducting  such  dividends,  to  59 i  per  share  of  common  stock. 

Net  profit  for  the  year  was  $670,485  less  than  for  the  preceding  year.  Reductions 
in  operating  expenses  for  the  year  were  substantially  in  excess  of  one  million  dollars 
after  absorbing  increases  in  social  security  taxes  and  average  hourly  wage  rates. 
These  expense  reductions  were  not  sufficient  to  offset  the  loss  in  gross  profit  resulting 
from  reduced  sales  volume  and  lower  margin  percentages. 

The  very  unfavorable  sales  trend  of  the  first  half  of  the  year  resulted  in  substantial 
reductions  in  profits  for  the  first  and  second  quarters.  Operations  for  the  third 
quarter  showed  improvement  in  the  sales  and  profit  trends.  The  fourth  quarter 
of  the  year  was  the  most  profitable  quarter-year  in  the  history  of  the  Company. 


A  four-year  comparison  of  profits,  by  quarters, 
1935 

Profit  Before  Federal  Taxes  on  Income: 

follows: 

1936 

1937 

1938 

First  auarter . 

Second  quarter . 

.  $  60,277 

$  482,739 

$  770,203 

$  365,447 

.  422,959* 

314,377 

160,017 

610,334* 

Third  quarter . 

.  757,870 

1,330,850 

1,166,059 

992,552 

Fourth  quarter  . 

.  1,446,571 

1,905,482 

1,576,927 

2,011,055 

Total  Year . 

.  1,841,759 

4,033,448 

3,673,206 

2,758,720 

Federal  taxes  on  income  .  . 

.  260,000 

627,000 

769,000 

525,000 

Consolidated  net  profit . 

.  $1,581,759 

$3,406,448 

$2,904,206 

$2,233,720 

Profits  for  the  fourth  quarter  were  after  absorbing  a  charge  of  $103,774  representing 
the  net  book  value  of  a  building  torn  down  and  the  demolition  costs  incident  thereto 
in  connection  with  the  erection  of  an  addition  to  the  store  building  of  Joske  Bros. 
Co.,  San  Antonio,  Texas. 

Sales: 

Net  sales  for  the  year  were  $103,243,425  which  compares  with  $107,556,225  for  the 
preceding  year.  Considering  only  those  stores  owned  throughout  both  years,  the 
sales  decline  was  5  7%.  On  the  same  basis,  sales  declined  in  relation  to  the  pre¬ 
ceding  year  6.3%,  13.8%,  and  5-6%  for  the  first,  second,  and  third  quarters, 
respectively,  and  increased  1.0%  in  the  fourth  quarter. 

Stores  located  in  the  more  highly  industrialized  cities  of  the  middle  west  had  the 
most  drastic  sales  declines.  The  sales  volume  of  stores  located  in  the  New  England 
states  and  in  certain  agricultural  areas  closely  approximated  prior  years’  figures. 

Substantial  sales  declines  occurred  in  high  unit  priced  merchandise,  such  as  major 
home  appliances,  furniture,  floor  coverings,  furs,  women’s  coats,  suits,  better 
dresses  and  men’s  clothing.  Sales  volume  of  the  smaller  unit  priced  merchandise, 
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such  as  toilet  articles,  notions,  jewelry,  stationery,  women’s  and  men’s  clothing 
accessories  and  accessories  for  the  home  compared  favorably  with  that  of  the  pre¬ 
ceding  year. 

Sales  volume  in  merchandise  of  lower  grade  or  quality,  such  as  that  usually  sold 
in  basements,  declined  less  than  in  the  higher  grade  or  quality  lines. 

Working  Capital: 

Cash  on  hand  at  the  close  of  the  year  was  in  excess  of  four  million  dollars,  an 
increase  during  the  year  of  almost  one  and  one-half  million  dollars.  No  short  term 
bank  loans  were  outstanding  at  the  beginning  or  close  of  the  year.  Net  current 
assets  at  the  close  of  the  year  were  $27,845,921  or  $433,209  less  than  at  the  beginning 
of  the  year.  This  reduction  in  working  capital  and  the  excess  of  earnings  over 
dividends  paid  on  preferred  stock  was  absorbed  in  the  net  reduction  in  funded 
debt  and  the  net  increase  in  fixed  assets.  The  ratio  of  current  assets  to  current 
liabilities  at  the  close  of  the  year  was  4.8  to  1. 

Customers’  Accounts  Receivable: 

Over  one  million  retail  customers  have  active  charge  accounts  in  the  stores.  Forty- 
five  per  cent  of  total  current  assets  was  represented  by  customers’  accounts 
receivable  of  $15,808,285,  after  deducting  reserve.  This  amount  was  over  one 
million  dollars  or  6%  less  than  at  the  beginning  of  the  year.  This  percentage 
decrease  in  customers’  accounts  receivable  closely  approximated  the  percentage  sales 
decline  for  the  year. 

Of  the  total  customers’  accounts  receivable  investment,  60%  was  represented  by 
regular  charge  accounts  and  40%  by  deferred  payment  accounts.  The  business  is 
divided:  45%  cash  sales;  37%  regular  charge  sales;  and  18%  in  sales,  the  payment 
for  which  is  spread  over  a  period  of  months.  While  cash  sales  declined  4%  and 
regular  charge  sales  declined  5-2%,  sales  on  the  deferred  payment  basis  declined 
13.6%.  Deferred  payment  sales  are  largely  made  up  of  high  unit  priced  mer¬ 
chandise  of  a  consumers’  capital  goods  nature.  The  lack  of  confidence  which 
prevails  in  periods  of  general  business  decline  results  in  postponement  of  the  pur¬ 
chase  of  needed  consumer  capital  goods  and  the  consumer  is  particularly  reluctant 
to  pledge  future  income  in  periods  of  business  uncertainty. 

The  amount  of  the  reserve  for  doubtful  accounts  was  established,  as  in  preceding 
years,  by  an  age  analysis  of  each  individual  account.  All  balances  over  six  months 
past  due  on  current  accounts  and  all  installments  over  one  month  past  due  on 
deferred  payment  accounts  are  100%  reserved.  '  Based  on  individual  age  analysis 
and  past  experience,  all  other  balances  are  believed  to  be  adequately  reserved. 

All  accounts  are  aged  monthly  as  a  routine  collection  and  follow-up  procedure. 
Unpaid  balances  average  $15-00  for  regular  charge  accounts  and  less  than  $40.00 
for  deferred  payment  accounts.  Credit  and  accounts  receivable  departments  in  the 
stores  are  subject  to  a  continuous  check  by  the  store  controller.  The  Company’s 
staff  of  traveling  auditors  and  credit  supervisors  check  these  departments  periodi¬ 
cally.  Outside  public  accountants  test  check  the  accuracy  of  the  aging  and  review 
the  adequacy  of  the  reserve  for  doubtful  accounts  as  a  part  of  their  annual  audit. 

Merchandise  Inventories: 

The  investment  in  merchandise  at  the  close  of  the  year  of  $14,758,423  was  4.4% 
less  than  at  the  beginning  of  the  year  and  was  equivalent  to  14-3%  of  the  sales 
volume  for  the  year.  This  item  constitutes  40%  of  the  total  current  assets.  Of 
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this  investment  $1,168,708  represented  merchandise  in  transit,  and  $155,151  repre¬ 
sented  merchandise  held  in  mills  awaiting  the  stores  shipping  instructions.  Mer¬ 
chandise  in  transit  represents  merchandise  in  the  hands  of  common  carriers,  etc., 
which  was  enroute  to  the  stores  at  the  balance  sheet  date.  This  is  included  as  an 
asset  and  a  corresponding  amount  included  in  accounts  payable  as  a  liability. 
Merchandise  inventories  of  $13,434,565  were  in  the  stores  either  as  forward  selling 
or  reserve  stock. 

A  department  store  is  comprised  of  from  seventy-five  to  one  hundred  and  fifty 
departments.  There  is  a  manager  of  each  department  or  of  a  small  group  of  related 
departments.  When  merchandise  is  received,  it  is  charged  to  one  of  these  depart¬ 
ments  by  the  controller’s  office.  A  dollar  stock  control  over  the  inventory  of  each 
department  is  maintained  by  the  controller’s  office.  Physical  inventories  are  taken 
of  the  merchandise  in  each  department  at  least  twice  each  year  and  all  material 
discrepancies  are  investigated.  These  physical  inventories  are  taken  under  the  super¬ 
vision  of  the  manager  of  the  store,  the  merchandise  manager  and  the  controller. 
The  controller  has  complete  charge  of  calculation  and  compilation  work. 

The  taking  of  an  inventory  in  a  store  is  a  job  in  which  a  majority  of  the  entire 
store  personnel  participates  either  in  actually  counting  the  items,  listing  the  items, 
or  in  clerical  and  checking  functions  in  regard  thereto.  Inventory  systems  have 
been  especially  designed  to  afford  the  maximum  of  protection  in  addition  to  the 
protection  inherent  in  the  very  organization  setup  and  operating  methods  of  a 
department  store. 

Primary  responsibility  for  methods  used  in  taking  physical  inventories  and  for  the 
accuracy  thereof  is  that  of  the  store  controller  who  is  responsible  both  to  the 
manager  of  the  store  and  to  the  treasurer  of  the  Company  in  all  matters  concerning 
accounting  and  preservation  of  assets. 

Methods  used  in  taking  inventories,  and  inventory  results  by  individual  depart¬ 
ments,  are  checked  periodically  by  the  Company’s  own  traveling  auditors,  and 
important  discrepancies  between  book  inventories  and  physical  inventories  are 
investigated  in  order  to  perfect  control  methods  and  protection  of  assets.  Outside 
public  accountants  reviewed  the  methods  used  and  their  application,  and  the  reason¬ 
ableness  of  the  resulting  inventories  and  informed  us  that  they  consider  the  inven¬ 
tory  plan  adequate.  It  is  believed  that  the  possibility  of  material  discrepancies  in 
inventory  quantities  and  valuations  has  been  reduced  to  a  minimum. 

All  inventories  are  classified  by  age  semi-annually.  At  the  close  of  the  year  11.6% 
was  less  than  six  months  old  and  90.3%  was  less  than  one  year  old. 

Plant  and  Equipment: 

The  net  book  value  of  fixed  assets  increased  $879,555  during  the  year.  Additions 
and  improvements  to  properties  owned  at  the  beginning  of  the  year  amounted  to 
$734,661.  These  additions  and  improvements  represent  modernization  activities,  in 
varying  degrees,  in  each  of  the  stores  as  a  result  of  a  plant  and  equipment  policy 
of  continual  improvement.  Provision  for  depreciation  charged  to  expense  during 
the  year  was  $1,189,427.  Assets  originally  costing  $975,225  became  fully  depre¬ 
ciated  during  the  year  and  this  amount  was  deducted  from  the  asset  and  reserve 
accounts. 

As  of  January  25,  1939,  the  Company  purchased  all  the  capital  stock  of  the  realty 
company  which  owns  the  property,  subject  to  certain  underlying  ground  leases, 
occupied  by  the  Donaldson  store  in  Minneapolis,  Minn.  The  purchase  price  was 
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paid  partly  in  cash  and  partly  in  the  Company’s  4)4%  Debenture  Bonds  due  1951. 
Leasehold  problems  have  been  discussed  in  previous  reports.  The  lease  of  the 
Donaldson  store  was  one  of  the  two  most  burdensome  leases.  Temporary  modifi¬ 
cation  of  the  original  terms  of  this  lease  had  been  secured  from  the  landlord. 
This  modification  expires  August  1,  1939-  By  the  purchase  of  the  property  the 
relief  furnished  by  the  lease  modification  will  not  only  be  made  permanent  but 
increased. 

Funded  Debt  and  Capital  Structure: 

The  Company  reacquired  $225,950  of  its  4)4%  Debentures  due  1950  and  $249,000  of 
its  4)4%  Debentures  due  1951  during  the  year.  An  additional  $700,000  of  4)4% 
Debentures  due  1951  was  issued  by  order  of  the  Board  of  Directors  in  connection 
with  the  Minneapolis  real  estate  transaction. 

The  net  decrease  of  subsidiary  companies’  long  term  indebtedness  of  $889,748  resulted 
from  amortization  payments  of  $377,593  and  payments  of  $512,155  in  anticipation  of 
future  amortization  requirements  or  refunding  operations. 

Four  hundred  shares  of  the  Company’s  5%  Preferred  Stock  were  purchased  for  the 
treasury  during  the  year  at  a  cost  of  $15,867  and  are  available  for  sinking  fund 
purposes. 

Conclusion: 

Throughout  most  of  1938  general  business  conditions  were  of  an  unsatisfactory 
character.  Sales  were  running  at  a  low  ebb  throughout  the  first  half  of  the  year. 
Inventories  at  the  beginning  of  the  year  were  unbalanced  due  to  the  drastic  liqui¬ 
dation  of  the  latter  part  of  1937.  Even  being  unbalanced,  inventories  were  still 
too  high  for  the  lower  sales  base  then  in  the  offing.  Balancing  inventories  in  a 
period  of  rapidly  declining  sales  proved  to  be  a  most  difficult  task.  The  many 
new,  and  the  more  greatly  aggravated,  inflexibilities  in  the  expense  structure  also 
constituted  serious  operating  problems  and  profit  hazards.  The  first  half  of  the 
year  was  a  period  of  constant  readjustments.  It  is  but  fair  to  acknowledge  at 
this  time  full  appreciation  of  the  ability,  efforts  and  spirit  of  responsibility  displayed 
throughout  the  organization  in  that  most  difficult  period. 

General  business  conditions,  consumer  purchasing  and  the  business  of  your  Company 
showed  a  gradual  improvement  throughout  the  last  half  of  the  year.  These  had 
beneficial  effects  on  profits.  Now,  in  the  first  quarter  of  1939,  there  is  much 
evidence  of  a  reaction  from  the  favorable  economic  trends  of  the  last  quarter  of 
1938.  It  is  recognized,  with  the  many  artificial  factors  involved  in  our  economic 
functioning  and  the  hazards  of  the  international  situation,  that  the  future  is  more 
than  ordinarily  unpredictable.  Perhaps  the  upward  trends  of  the  last  half  of  1938 
will  be  resumed.  Perhaps  the  reaction  of  early  1939  will  become  more  aggravated, 
for  any  one  of  many  possible  reasons.  Your  management  is  aware  of  the  uncer¬ 
tainties  of  the  times,  its  possible  difficulties,  and  its  possible  opportunities,  but  is 
looking  to  the  future  with  confidence  that  the  organization  work  and  executive 
educational  training  efforts  of  the  past  few  years  will  enable  your  Company  to 
produce  a  relatively  satisfactory  showing  under  almost  any  given  set  of  conditions. 

Respectfully  submitted, 

B.  Earl  Puckett, 

President. 
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ERNST  8t  ERNST 

NEW  YORK 

19  RECTOR  STREET 


April  8,  1939. 

Allied  Stores  Corporation, 

Paterson,  New  Jersey. 

We  have  made  an  examination  of  the  consolidated  balance  sheet  of  Allied 
Stores  Corporation  and  its  subsidiary  companies  as  at  January  31,  1939,  and  of  the 
statements  of  consolidated  profit  and  loss  and  surplus  for  the  fiscal  year  ended  at 
that  date.  In  connection  therewith,  we  examined  or  tested  accounting  records 
of  the  companies  and  other  supporting  evidence  and  obtained  information  and 
explanations  from  officers  and  employees  of  the  companies:  we  also  made  a  general 
review  of  the  accounting  methods  and  of  the  operating  and  income  accounts  for 
the  year,  except  those  of  a  subsidiary  acquired  during  the  year,  as  to  which  our 
review  was  for  the  period  subsequent  to  acquisition.  We  did  not  make  a  detailed 
audit  of  the  transactions  of  any  of  the  companies. 

Sufficient  provision,  in  our  opinion,  has  been  made  for  doubtful  customers 
accounts.  The  inventory  methods,  their  application  and  the  reasonableness  of  the 
resulting  inventories  were  reviewed.  The  inventories  of  merchandise  were  valued 
(a)  with  respect  to  merchandise  in  stores  at  not  in  excess  of  the  lower  of  cost  or  market 
by  the  retail  inventory  method,  (b)  with  respect  to  inventories  (comparatively 
small  in  total)  not  taken  under  the  retail  inventory  method,  at  cost,  ana  (c)  with 
respect  to  merchandise  in  transit  or  at  mills,  etc.,  at  the  lower  of  cost  or  market. 
We  also  made  tests  of  the  application  of  the  recail  inventory  method  and  of  the  related 
computations.  The  condition  and  salability  of  the  inventories  were  certified  by  the 
individual  store  managements. 

Reasonable  provision  has  been  made,  in  our  opinion,  for  depreciation  accruing 
during  the  year  by  a  charge  against  operations,  based  upon  the  same  policies  and 
rates  followed  in  preceding  years. 

Provision  has  been  made  for  all  ascertained  liabilities  at  January  31,  1939,  and 
reserves  have  been  provided  for  known  contingent  requirements. 

In  our  opinion,  based  upon  our  examination,  the  accompanying  balance  sheet 
and  related  statements  of  profit  and  loss  and  surplus  fairly  present  the  consolidated 

Eton  of  the  Corporation  and  its  subsidiaries  at  January  31,  1939,  and  the  consoli- 
results  from  operations  for  the  fiscal  year  ended  at  that  date.  Further,  it  is 
our  opinion  that  the  statements  have  been  prepared  in  accordance  with  accepted 
principles  of  accounting  and  on  a  basis  consistent  with  the  preceding  year. 

ERNST  &  ERNST. 
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ALLIED  STORES  CORPOE  HON 

Consolidated  Balance ; 


ASSETS 


Current  Assets: 

Cash .  $  4,034,161.05 

State  warrants  and  marketable  securities  (at  lower  of  cost  or  market) .  21,632.88 

Accounts  and  notes  receivable — customers: 


Current  accounts .  $  9,926,214.02 

Deferred  payment  accounts  and  notes  (Note  A) .  6,895,415-08 

Total .  $16,821,629.10 

Less  reserve  for  doubtful  accounts .  1,013,343-68  15,808,285-42 


Accounts  receivable — suppliers,  operators  of  leased  departments,  etc .  427,404.93 

Deposit,  with  trustee,  for  bond  interest .  37,574.90 

Cash  value  of  life  insurance  policies  to  be  surrendered .  40,328.76 

Merchandise  inventories  (including  $1,323,859.11  for  merchandise  in  transit, 
at  mills,  etc.) .  14,758,423-71 


Total  current  assets. 


$35,127,811.65 


Other  Assets: 

Insurance  and  other  deposits .  $  190,582.50 

Local  investments  and  real  estate  (less  reserve  of  $3,952.94) .  189,592.84 

Sundry  notes  and  accounts  receivable .  146,857.80 

Common  stock  of  Allied  Stores  Corporation — 20,000  shares  at  cost — market 

value  $187,500  (Note  B) .  214,112.50 

Deposits  in  dosed  banks  (less  reserve  of  $11,548.00) .  8,303.71 


Total  other  assets .  749,449-35 


Land,  Buildings,  Equipment,  Etc.  (Notes  C  and  D): 

Land .  $16,982,900.63 

Buildings  and  improvements .  $11,357,934.60 

Less  reserve  for  depreciation .  3,121,935-76 


Store  fixtures  and  equipment .  $  8,555,258.97 

Less  reserve  for  depreciation .  5,139,008.15 


Improvements  to  leased  property .  $ 

Less  reserve  for  depreciation . 


748,580.66 

127,510.04 


8,235,998.84 

3,416,250.82 

621,070.62 


Total  land,  buildings,  equipment,  etc .  29,256,220.91 


Deferred  Charges: 

Unexpired  insurance  premiums .  $  188,607.05 

Prepaid  rent  and  taxes .  193,357-25 

Inventory  of  supplies .  360,086.56 

Prepaid  service  contracts,  improvements  in  process,  travel  advances,  etc .  120,517-28 

Unamortized  portion  of  bond  discount  and  expenses .  203,634.60 


Total  deferred  charges .  1,066,202.74 


Goodwill  and  Other  Intangible  Assets. 


1.00 

$66,199,685.65 
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DR  riON  AND  SUBSIDIARIES 

:i!!t  —  January  31,  1939 


LIABILITIES 


Current  Liabilities: 

Accounts  payable  for  merchandise,  etc .  $  4,078,039.47 

Accrued  accounts .  940,214.32 

Taxes  (other  than  Federal  taxes  on  income) .  1,211,001.29 

Federal  taxes  on  income  (estimated) .  528,300.00 

Principal  amount  of  bonds  to  be  retired  within  one  year  through  sinking  fund  322,335-00 
Installments  on  mortgages  and  long  term  notes  due  within  one  year .  202,000.00 


Total  current  liabilities .  $  7,281,890.08 


Funded  Debt  and  Long  Term  Obligations: 

Per  schedule,  with  footnotes,  attached: 

Allied  Stores  Corporation .  $  6,374,975.00 

Less  amount  included  in  current  liabilities  for  principal 
amount  of  bonds  retirable  through  sinking  fund .  107,335-00  $  6,267,640.00 


Subsidiaries . 

Less  amount  included  in  current  liabilities . 

Reserves: 

For  contingencies,  revaluation  of  merchandise,  etc 
Miscellaneous 

Total  reserves. . 

Unearned  Income  (Note  E). 


$12,659,178.07 

417,000.00  12,242,178.07  18,509,818.07 


$  1,595,119.99 
435,423.42 

.  2,030,543.41 

.  396,034.27 


Capital  Stock  and  Surplus: 

Capital  Stock: 

Preferred  Stock — cumulative — par  value  $100  per  share: 
Authorized — 600,000  shares 

Issued  — 5%  Preferred  Stock — redeemable  at  and 
entitled  upon  liquidation  to  $100  per  share  (Notes  F 


and  G) .  $23,310,000.00 

Less  in  treasury .  109,900.00  $23,200,100.00 


Common  Stock — without  par  value: 

Authorized — 2,500,000  shares  (Note  G) 

Issued  — 1,808,153  shares— fixed  by  Board  of 

Directors  at  $1.00  per  share . 


Surplus  (Note  H): 

Capital .  $  8,791,056.26 

Earned  (from  June  1,  1935  to  January  31,  1939) .  4,182,090.56 


1,808,153-00 

12,973,146.82 


Total  capital  stock  and  surplus. 


37,981,399.82 


Contingent  liabilities,  etc.  (Note  I) 


Notes  to  balance  sheet  follow  hereafter. 


$66,199,685-65 


Reproduced  with  permission  of  the  copyright  owner.  Further  reproduction  prohibited  without  permission. 


NOTES  TO  CONSOLIDATED  BALANCE  SHEET 


Note  A— Customers  conditional  sales  notes  and  deferred  payment  accounts  include  carrying  charges.  Installments  maturing  later  than 
one  year  from  the  date  of  the  balance  sheet  have  been  included  in  current  assets  in  accordance  with  the  usual  trade  practice. 

Note  B— These  shares  arc  held  by  Allied  Purchasing  Corporation  (a  subsidiary)  for  resale  to  certain  employees.  Up  to  February  1, 1939, 
options  were  granted  to  twenty-three  employees  and  one  officer,  for  a  total  of  14,450  shares.  It  is  expected  that  additional  optk  us  will  be  granted’ 
for  the  remaining  5,550  shares  during  the  period  ending  February,  1940.  The  option  price  of  said  shares  is  $10.71  per  share  (average  cost)  less 
an  amount  per  share  equivalent  to  all  dividends  per  share  paid  upon  such  shares  between  January  1,  1937,  and  the  date  of  exercise  of  the  options, 
plus  interest  at  5%  per  annum.  Options  granted  Co  employees  must  be  exercised  and  the  shares  paid  for  during  the  three  months  ending  May  1, 
1940,  and,  if  not  exercised  during  such  period,  the  options  will  lapse.  The  option  shall  lapse,  if  prior  to  its  exercise,  the  holder  shall,  other 
than  by  reason  of  death  or  disability,  cease  to  be  an  employee  of  the  Company  or  its  affiliates. 

Note  C— The  amounts  for  land,  buildings,  store  fixtures,  equipment,  etc.,  arc  as  follows: 

X.  Properties  held  by  subsidiaries  at  dates  of  acquisition,  at  amounts  shown  by  their  books,  which  so  far  as  is  known,  repre¬ 
sented  cost  to  the  subsidiaries;  or 

2.  At  cost  to  the  consolidated  group  measured  by  the  cash  cost  to  the  Corporation  of  securities  of  a  certain  subsidiary;  or 

3.  At  amounts  shown  by  the  books  of  certain  subsidiaries  at  the  dates  of  acquisition  of  their  capital  stocks  by  the  Corporation, 
less  part  of  the  amount  by  which  the  cost  of  capital  stocks  was  less  than  the  equity  in  such  subsidiaries'  net  assets,  as  shown  by  their 
books  at  the  time  they  were  acquired  by  the  Corporation.  The  balance  of  such  amount  of  excess  equity  was  added  to  the  reserve  for 
contingencies;  and 

4.  Subsequent  additions  to  the  properties  at  cost. 

Note  D— Land,  buildings  and  improvements  carried  m  the  consolidated  balance  sheet  at  $28,346,199,  less  related  reserves  for  depreciation 
of  $3,116,337,  arc  subject  to  mortgages  and  mortgage  bond  obligations  of  subsidiary  companies  totaling  $11,817,422. 

Note  £— Unearned  income  (except  for  a  nominal  amount  of  rent  billed  in  advance)  is  comprised  of  carrying  charges  not  earned  at  January 
31,  1939,  on  customers  conditional  sales  notes  and  deferred  payment  accounts  with  terms  of  more  than  one  year  from  the  date  of  sale. 

Note  F— On  or  before  July  1,  each  year,  the  Corporation  under  its  charter  is  obligated  to  apply  as  a  sinking  fund  to  the  purchase  or  re¬ 
demption  of  its  5%  Preferred  Stock  a  sum  equal  to  10%  o f  consolidated  net  earnings  for  the  previous  fiscal  year  after  deducting  dividends  on  its 
5%  Preferred  Stock  and  sinking  fund  requirements  upon  its  Fifteen-Year  4)d>%  Debenture  Bonds  due  April  1, 1950,  and,  after  all  such  debenture 
bonds  have  been  retired,  a  sum  equal  to  25%  of  consolidated  net  earnings  for  the  previous  fiscal  year  after  deducting  such  dividends.  The 
sinking  fund  payment  due  on  July  1,  1939,  amounts  to  $73,816  against  which  the  Corporation  may  apply  1,099  shares  of  5%  Preferred  Stock 
held  in  treasury,  acquired  at  a  cost  of  $63,240. 

Note  G— At  the  option  of  any  of  the  holders  of  $575,756  principal  amount  of  5J4%  Income  Bonds  of  C.  C.  Anderson  StoresCompany 
(a  subsidiary).  Allied  Stores  Corporation  agrees  to  acquire  such  income  bonds  at  any  time  prior  to  August  1,  1942,  at  the  principal  amount 
thereof  (with  cash  adjustment  of  accrued  interest),  and  issue  in  exchange  therefor  its  own  5%  Preferred  Stock  or  Common  Stock,  as  such  holders 
may  elect,  on  the  basis  of  $100  per  share  for  the  5%  Preferred  Stock  of  Allied  Stores  Corporation  (with  cash  adjustment  of  accrued  dividends), 
and  $30  per  share  for  the  Common  Stock  of  Allied  Stores  Corporation. 

Note  H— Upon  the  basis  of  treating  $109,900  par  value  5%  Preferred  Stock  in  the  treasury  as  though  retired. 

Note  I— Contingent  liabilities,  etc.: 

Allied  Stores  Corporation  and  subsidiaries: 

The  companies  carry  a  part  of  their  insurance  with  mutual  and  reciprocal  insurance  companies  in  connection  with  which 
there  is  the  usual  contingent  liability  of  an  indeterminate  amount. 

Allied  Stores  Corporation: 

Under  an  agreement  dated  January  21,  1939,  for  the  organization  of  a  new  subsidiary  company,  to  be  known  as  Waite's,  Inc.', 
with  an  authorized  and  fully  paid-in  capital,  in  cash,  of  at  least  $175,000  and  for  the  advance  to  that  company  of  such  additional 
monies  as  may  be  required  to  purchase  for  cash  the  retail  department  store  business  of  Waite  Bros.  &  Company  at  Pontiac, 
Michigan,  together  with  all  the  assets  thereof,  including  intangibles,  except  cash  and  real  estate.  The  additional  monies  required 
to  be  advanced  for  the  purchase  amounted  to  approximately  $25,000. 

Subsidiary  companies: 

1.  On  notes  receivable  discounted  at  banks  and  loan  companies— approximately  $32,682. 

2.  Mill  City  Realty  Company  (name  changed  from  Donaldson  Realty  Company),  as  lessee,  all  the  capital  stock  of  which  com¬ 
pany  was  acquired  January  25,  1939: 

(a)  Under  the  terms  of  one  ground  lease  to  erect  a  building  at  a  cost  of  noc  less  than  $500,000,  the  commencement  of 
which  was  extended  to  June  17,  1940  by  an  agreement  dated  August  1,  1934. 

(b)  Under  the  terms  of  another  ground  lease  as  modified  by  an  agreement  dated  April  14,  1936,  in  the  event  of  default 
in  any  of  the  provisions  of  the  modifying  agreement  prior  to  November  1,  1947  (the  modified  terminal  date  of  the 
lease),  the  provisions  of  the  original  lease  shall  immediately  become  effective  and 

(1)  The  Company  shall  be  liable  for  the  full  annual  cash  rent  of  $24,000  (reduced  to  $16,500  annually  by  the 
modifying  agreement)  for  the  period  from  November  1,  1936  to  the  expiration  of  the  original  lease, 
November  1,  2021,  and 

(2)  The  Company  shall  erect  a  building  to  cost  not  less  than  $200,000  (from  the  erection  of  which  it  is  other¬ 
wise  relieved  by  the  modifying  agreement). 

3.  For  erection  of  a  new  store  building  and  for  purchase  of  store  fixtures  at  an  estimated  cost  of  $557,000. 

Unused  balance  of  a  letter  of  credit  of  a  subsidiary  company  amounted  to  $148,738.22. 
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ALLIED  STORES  CORPORATION  AND  SUBSIDIARIES 


Statement  of  Consolidated  Profit  and  Loss  for  the  Fiscal  Year 
Ended  January  3 1, 1939 


Net  sales  (including  leased  departments) .  $103,243,425.38 

Cost  of  goods  sold .  68,258,370.15 

Gross  profit .  $34,985,055-23 


Operating  Expenses: 

Administrative,  buying,  rent  and  ocher  occupancy  costs,  publicity,  selling 
and  general  expenses,  including  provision  for  doubtful  accounts— less  in¬ 


come  from  carrying  charges  on  deferred  payment  accounts .  $30,208,642.57 

Provision  for  depreciation .  1,189,427.32  31,398,069.89 

Operating  profit  .  $  3,586,985.34 


Other  Income: 

Miscellaneous  other  income .  $  199,600.82 

Less  other  deductions  (including  $103,774.12  for  net  book  value  of  building 

demolished  for  replacement  and  expense  of  demolition) .  139,120.63  60,480.19 


Profit  before  interest  and  Federal  taxes  on  income.  .  $  3,647,465-53 


Interest: 

Subsidiaries: 

On  mortgages,  mortgage  bonds  and  long  term  notes  (in¬ 
cluding  $8,420.26  for  amortization  of  bond  discount  and 
expense  and  less  $2,819-83  for  discount  on  bonds  repur¬ 


chased) .  $  641,310.81 

Other .  10,331.25  $  651,642.06 


Allied  Stores  Corporation: 

On  debenture  bonds  (including  $20,183-98  for  amortization 
of  bond  discount  and  expense  and  less  $52,091-25  for  dis¬ 
count  on  bonds  repurchased) .  $  234,598.78 

Other .  2,504.16  237,102.94  888,745-00 


Profit  before  Federal  taxes  on  income .  $  2,758,720.53 


Provision  for  estimated  Federal  taxes  on  income: 

Income  tax .  $  522,600.00 

Excess  profits  tax .  2,400.00  525,000.00 

Consolidated  net  profit  (Note) .  $  2,233,720.53 


N ott:  Includes  operations  of  a  subsidiary  (a  realty  company)  only  from  the  date  of  acquisition,  January  25,  1939. 
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ALLIED  STORES  CORPORATION  AND  SUBSIDIARIES 


Statement  of  Earned  and  Capital  Surplus  for  the  Fiscal  Year  Ended 
January  31, 1939 


Earned  Capital 

Balance — January  31,  1938 .  $  3, 10S, 875-03  $  8,766,923-26 

Add: 

Consolidated  net  profit  for  the  fiscal  year .  2,233,720.53 

Discount  on  repurchase  of  5%  Preferred  Stock  of  Allied  Stores  Corporation. .  24,133-00 


$  5,342,595-56  $  8,791,056.26 

Deduct: 

Dividends  paid  in  cash  on  5%  Preferred  Stock .  1,160,505.00 


Balance— January  31,  1939 .  *$  4,182,090.56  $  8,791,056.26 


"Upon  the  basis  of  treating  $109,900  par  value  5%  Preferred  Stock  in  treasury  as  though  retired. 


Statement  of  Reserve  for  Contingencies ,  Revaluation  of  Merchandise,  Etc. , 
for  the  Fiscal  Year  Ended  January  31,  1939 


Balance — January  31,  1938 .  $1,531,141.20 

Add: 

Adjustment  of  amount  credited  to  reserve  for  contingencies  in  prior  years  for 
excess  of  equity  in  tangible  net  assets  of  subsidiaries  at  dates  of  acquisition 

over  cost  of  investments .  $ 

Reserve  in  accounts  of  subsidiary  acquired  during  year . 


Balance— January  31,  1939 .  $  1,595,119.99 


33,295-44 

30,683-35  63,978.79 
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ALLIED  STORES  CORPORATION  AND  SUBSIDIARIES 
Funded  Debt  and  Long  Term  Obligations— January  31,  1939 
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NOTES  TO  FUNDED  DEBT 

(1)  Under  the  Indenture  relating  to  the  414%  Debentures  due  1951,  these  debenture  bonds  cannot  be  issued. 

(2)  Of  the  $4,800,000  principal  amount  of  unissued  4}4%  Debentures  due  1951,  $1,728,975  principal  amount  may  be  issued  only  in  sub¬ 
stitution  for  Fifteen-Year  4 14%  Debenture  Bonds,  due  April  1,  1950,  outstanding  at  the  balance  sheet  date,  from  time  to  time  as  such 
bonds  arc  purchased  and  redeemed. 

(3)  Authenticated  and  held  in  escrow  by  trustee,  of  which  amount  $500,000  may  be  issued,  but  only  prior  to  July  1,  1939,  upon  the 
satisfaction  of  the  underlying  real  estate  mortgage  of  $500,000  due  March  21,  1939,  the  principal  amount  of  which  had  been  reduced  to 
$350,000  at  January  31,  1939.  On  March  25, 1939,  the  maturity  date  of  this  mortgage  was  extended  for  a  period  of  ten  years,  with  provision 
for  installment  payments  to  begin  at  the  end  of  the  sixth  year. 

Not!  A— The  Indenture  relating  to  Fifteen-Year  414%  Debenture  Bonds,  due  April  1,  1950,  provides  for  a  sinking  fund  payable  on 
April  15  of  each  year  equivalent  to  15%  of  consolidated  net  earnings  for  the  preceding  fiscal  year.  Sinking  fund  payment  due  on  April  15, 

1939,  amounts  to  $335,058  against  which  there  may  be  applied  at  cost,  in  lieu  of  cash,  (1)  $236,030  principal  amount  of  bonds  purchased  by 
the  Corporation  for  $228,260  and  held  by  the  trustee  and  the  Corporation  pending  cancellation  to  fulfill  such  sinking  fund  requirement;  and 
(2)  $107,335  principal  amount  of  bonds  purchased  after  January  31,  1939  for  $106,798. 

Not !  B — The  Indenture  relating  to  4 )/>%  Debentures  due  1951  provides  for  a  sinking  fund  payable  on  May  20  each  year  equal  to  the  sinking 
fund  redemption  price  of  3JJ%  of  the  greatest  aggregate  principal  amount  of  said  bonds  which  shall  ever  have  been  authenticated  by  the 
trustee.  Sinking  fund  payment  due  on  May  20,  1939,  amounts  to  $173,333  against  which  there  may  be  applied,  in  lieu  of  cash,  such 
part  as  is  required  of  the  $254,000  principal  amount  of  bonds  purchased  by  the  Corporation  and  held  by  the  trustee  pending  cancellation  to 
fulfill  such  sinking  fund  requirement. 

Nott  C— The  Indenture  relating  to  5}^%  Income  Bonds  due  1972  provides  for  redemption  of  said  bonds  in  whole  or  in  part  at  the 
option  of  the  Company  at  110%  of  the  principal  amount  thereof  if  redeemed  prior  to  April  1,  1940,  and  at  100  if  redeemed  on  April  1, 

1940,  or  any  time  thereafter  prior  to  maturity.  Interest  on  the  bonds  is  cumulative,  but  is  required  to  be  paid  currently  only  if,  and  to 
the  extent  that,  there  arc  available  net  earnings  of  its  last  previously  completed  semi-annual  fiscal  period.  The  Company  agrees  that  so 
long  as  any  of  these  bonds  shall  remain  outstanding  it  will  not  issue  any  additional  5'l>%  Income  Bonds  without  consent  of  the  registered 
holders  of  a  majority  in  principal  amount  of  the  bonds  at  the  time  outstanding. 

At  the  option  of  any  of  the  holders  of  S]4%  Income  Bonds,  Allied  Stores  Corporation  agrees  to  acquire  such  income  bonds  at  any 
time  prior  to  August  1,  1942,  at  the  principal  amount  thereof  (with  cash  adjustment  of  accrued  interest),  and  issue  in  exchange  therefor  its 
own  5%  Preferred  Stock  or  Common  Stock,  as  such  holders  may  elect  on  the  basis  of  $100  per  share  for  the  5%  Preferred  Stock  of  Allied 
Stores  Corporation  (with  cash  adjustment  of  accrued  dividends),  and  $30  per  share  for  the  Common  Stock  of  Allied  Stores  Corporation. 

Not!  D — The  Indenture  relating  to  First  Mortgage  and  First  Lien  4 *■&%  Fifteen-Year  Sinking  Fund  Bonds  provides  for  a  payment 
of  $227,000  semi-annually  on  February  15  and  August  15  each  year  for  interest  and  sinking  fund.  These  bonds  arc  guaranteed  as  to  principal 
and  interest  by  another  subsidiary  of  the  Corporation. 

Not!  E — The  Indenture  relating  to  First  and  General  Mortgage  6%  Sinking  Fund  Gold  Bonds  provides  for  a  sinking  fund  requiring 
payments  totaling  $77,500  annually,  plus  an  amount  equivalent  to  interest  on  bonds  retired  through  sinking  fund,  payable  in  cash  and/or 
in  bonds  at  principal  amount  thereof.  This  sinking  fund  requirement  for  the  fiscal  year  ended  January  31,  1940  (approximately  $108,500) 
has  not  been  included  under  current  liabilities  because  bonds  owned  by  the  Corporation  and  another  subsidiary  will  be  applied  against 
this  requirement. 

Not i  F — The  real  estate  mortgage  given  by  C.  C.  Anderson  Stores  Company  provides  for  the  payment  of  principal  and  interest  of  a 
sum  equal  to  certain  percentages  of  net  sales  made  on  the  mortgaged  premises  for  each  twelve  months  period  commencing  September  1,  but 
in  no  event  less  than  $24,000  for  each  such  period,  such  minimum  to  be  payable  in  monthly  installments.  The  amount  paid  for  each  twelve 
months  period  in  excess  of  interest  at  the  rate  of  6%  per  annum  on  the  unpaid  principal  shall  be  applied  against  the  principal  at  the  end  of 
such  period. 

Nott  G — Allied  Stores  Corporation  guarantees  to  the  holder  of  the  mortgage  during  the  term  of  the  loan  the  payment  by  Dey  Brothers 
Be.  Co.  of  interest  and  real  estate  taxes  and  of  amortization  payments  on  principal  but  noc  the  final  principal  payment  of  $490,000. 
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STORES  OWNED  BY  ALLIED  STORES  CORPORATION 


JORDAN  MARSH  COMPANY  -------  Boston,  Mass. 

C.  F.  HOVEY  COMPANY . Boston,  Mass. 

L.  S.  DONALDSON  COMPANY . Minneapolis,  Minn. 

THE  BON  MARCHE . -  -  Seattle,  Wash. 

THE  GOLDEN  RULE  -------  -  St.  Paul,  Minn. 

THE  ROLLMAN  &  SONS  COMPANY . Cincinnati,  Ohio 

JOSKE  BROS.  CO.  --------  San  Antonio,  Texas 

HERPOLSHEIMER  COMPANY  ------  Grand  Rapids,  Mich. 

THE  TITCHE-GOETTINGER  COMPANY . Dallas,  Texas 

O'NEILL  &  COMPANY,  INCORPORATED  -  Baltimore,  Md. 

DEY  BROTHERS  &  CO.  -------  -  Syracuse,  N.  Y. 

QUACKENBUSH  COMPANY . Paterson,  N.  J. 

THE  A.  POLSKY  COMPANY  -------  Akron,  Ohio 

THE  MOREHOUSE-MARTENS  COMPANY  -  Columbus,  Ohio 

THE  JAMES  BLACK  DRY  GOODS  COMPANY  -  -  -  Waterloo,  Iowa 
RUDGE  &  GUENZEL  COMPANY  ------  Lincoln,  Nebr. 

MAAS  BROTHERS,  INC. . Tampa,  Florida 

THE  MEYER'S  COMPANY  ------  Greensboro,  N.  C. 

THE  L.  H.  FIELD  COMPANY  -------  Jackson,  Mich. 

F.  N.  JOSLIN  COMPANY  --------  Malden,  Mass. 

THE  MULLER  COMPANY,  LIMITED  -  Lake  Charles,  La. 

C.  M.  GUGGENHEIMER  CORPORATION  -  -  -  -  Lynchburg,  Va. 

LOUIS  SAMLER,  INC.  (THE  BON  TON) . Lebanon,  Pa. 

POMEROY'S,  INC. . Reading,  Pa. 

(Operates  stores  in  Reading,  Harrisburg,  Wilkes-Barre  and  Pottsville,  Pa.) 

A.  E.  TROUTMAN  COMPANY . Greensburg,  Pa. 

(Branches  in  five  cities  in  western  Pennsylvania) 

C.  C.  ANDERSON  STORES  COMPANY  -----  Boise,  Idaho 
(Branches  in  twenty-two  cities  in  Idaho,  Oregon,  Colorado,  Utah  and  South  Dakota) 
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